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SUMMARY: 


A disappointing year, marked by depressed commodity earnings, 
a financial crisis, and a further slowing of activity in the 


private sector was 1981. Countercyclical public spending help to off- 


set this and stem the financial crisis by increasing the govern- 
ment deficit to 12 billion pesos, roughly 4 percent of current 
gross national product (GNP). A flexible exchange rate policy 
depreciated the peso by a nominal 8 percent in 1982. Foreign ex- 
change reserves were trimmed by 14 percent and are expected to 
be held at an average of 3 to 4 months of imports or about $2.1- 
$2.5 billion during 1982. Because of depressed foreign exchange 
earnings, the Government of the Philippines (GOP) has announced 
a voluntary ceiling on external borrowing, limiting commercial 
borrowing to $1.4 billion and concessionary financing to $l 
pillion, a total increase in the external debt of 15 percent in 
1982, compared to the usual 20 percent expansion. 


Because of the present depressed state of the economy, the Central 
Bank has announced a new rediscount window for companies facing 
illiquidity. Labor problems, associated with the economic malaise, 
continued to spread in 1981. 


While the balance of payments dipped to a deficit of $560 million 
in 1981, there were some bright spots in the form of higher 
remittances from expatriate workers and seamen and increased net 
investment flows. Both of these factors should improve with the 
help of present concerted efforts to channel expatriate earnings 
through official banking channels and increased investment activity 
associated with the major industrial projects. The Embassy sees 
the major industrial projects as offering the best sales potential 
for American exports in the immediate future. Export-oriented 
investments are also attractive for U.S. interests. 


Inflation continued to moderate in 1981 to an average of 12.4 

percent and imports of petroleum products dropped by about 10 

percent. Domestic petroleum production is expected to pick up 
again in 1982 because of the opening of two new oil fields. 


CURRENT ECONOMIC SITUATION AND TRENDS 


1981 A disappointing year: more of the same predicted for 1982 





Economically, 1981 was one of the more disappointing years for 
the Philippines since World War II. Due to the slow pace of 





economic activity in the industrial countries and the 6-month time 
lag before any significant economic upturn can affect the economy, 
the outlook for 1982 shows little improvement. The Central Bank 
reports that exports in 1981 declined by 1.1 percent over the pre- 
vious year and that imports increased by 2.8 percent. Because of 
low commodity prices, traditional exports, primarily sugar, coco- 
nut oil, timber and minerals, will for the first time be less than 
50 percent of the value of all exports. Manufactured exports, 
which make up the majority of non-traditional or newer exports, are 
expected to fare better, especially garments and electronics. Ex- 
ports and imports for 1982 will probably rise no more than 10 
percent on the basis of stable petroleum prices, the lowering of 
built-up petroleum reserves to an equivalent of 90-100 days, and 

a very slight improvement in commodity earnings. 
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deficit rose to $2.3 billion, about $200 

Net direct investments showed notable 
reaching $407 million, compared with only $50 
during the year. Investment inflows increased 
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million, $255 million more than in 1980. Outflows or dis- 
ments were reduced to $73 million, compared with $221 million 
in 1980. The strong positive investment trend is expected to con- 
tinue because of the major industrial projects and increased Euro- 
pean investment interest. The total 1981 overall deficit on the 
balance of payments is $560 million, an increase of $180 million 
over 1980. The current account deficit is expected to remain at 
about $2.3 billion in 1982, but the overall deficit could increase 
slightly. 
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ressure expected to continue on peso and foreign exchange reserves 
Over the course of 1981, the peso depreciated gradually from 

7.5942 to 8.2, or by almost 8 percent. This steady, but slow 
depreciation is expected to continue through 1982 because of the 
large trade deficit caused by depressed commodity earnings and the 
Central Bank's decision to compete with black market foreign ex- 
change rates. Foreign exchange reserves in 1981 declined 14.2 
percent from $3.155 bililaon at the end of 1980 to $2.707 biition 

at the end of 1981. They are anticipated to be reduced to between 
$2.1 and $2.5 billion during 1982, bringing them to between 3 and 


A 


4 months of import receipts. 





GOP announces a $2.4 billion ceiling on foreign debt for 1982 


The external debt reached an estimated $15.3 billion at the end 

of 1981, an annual increase of $2.6 billion or 20.5 percent. For 
1982, the GOP has announced that it would limit foreign borrowing 
to $2.4 billion, which would raise the external debt for the year 
by 15 percent to $17.7 billion. The debt service ratio reached 
19.1 percent in 1981, very close to the government's self-imposed 
statutory limit of 20 percent of external earnings of the past 
year. Because of the small increase in external receipts in 1981, 
the debt limitation is considered necessary. However, it may be 
difficult to implement given considerable financial needs for re- 
structuring of private firms, the capital requirements of the major 
industrial projects and energy projects, and for corporate working 
capital funds. 


Countercyclical public spending to increase 


The GOP stepped up countercyclical spending in 1981 to take up 

the slack in private sector activity. Larger capital expendi- 
tures, combined with a deceleration in government revenues created 
a deficit of 12 billion pesos for the year, or about 4 percent of 
GNP. Government expenditures are to be reduced in 1981, bringing 
down the government deficit to an estimated 10 billion pesos. 


Inflation continues to decline but may meet resistance to 
further downward trends in 1982 


The consumer price index increased by an average of 12.4 percent in 
1981 for the entire country and an average of 11.8 percent for 
Manila, reflecting the stabilization of the international price of 
petroleum. While inflation is expected to continue to moderate in 
1982, the possibility of price increases for controlled basic 
commodities in order to ensure adequate producer incentives cannot 
be excluded. It may be difficult to reduce the rate of inflation 
below 10 percent for the year. 


Increased labor unrest causes concern 


Restoration of the right to strike in 1981 and the depressed 
economy are cited as major reasons for a three-fold increase in 
strike activity during the year. According to official statistics 
there were 260 strikes, compared with 62 in 1980, causing a loss 
of 6.4 million manhours. The hardest hit industries were textiles 
and metal fabrication, which are among the most depressed. Most 





strikes appear to be over alleged failure of employers to comply 
with wage decrees on emergency cost-of-living allowances an- 
nounced in 1979 and 1980, minimum wage increase and the mandatory 
13th month pay. Industries, including those in a better position 
to meet the government-mandated cost-of-living increases, have com- 
plained that these decrees are disruptive to their planning and 
undermine collective bargaining. The government is on record as 
Saying that it would eventually follow a business conference rec- 
ommendation against granting across-the-board cost-of-living 
increases and has reiterated its commitment to lessen government 
interference in the private sector. 


Widespread corporate difficulties feared 


The turmoil in the money market touched off by the flight of entre- 
preneur Dewey Dee in early 1981 was promptly and effectively 
handled by the Central Bank by shifting liabilities to government 
financial institutions, forcing mergers of weak quasi-banks and 
restructuring industrial corporations that sought emergency loans. 
In 1982, it is expected that a broader spectrum of companies will 
face substantial financial difficulties as the recession shows 

no signs of abating and high interest rates continue. A number 

of these companies are already undergoing restructuring with 

the help of government financial institutions through the Central 
Bank's industrial rescue fund created in mid-1981. 


Because others may be forced into the same solution or may simply 
be strapped for working capital, the Central Bank has instituted 

a rediscounting fund for medium- and long-term lending through the 
government financial institutions or the existing six universal 
banks. The new facility would make available about 3 billion 
pesos for 10 year loans for which banks could charge no more than 
16 percent a year and a rediscount at 75 percent of face value 
with the Central Bank. The Central Bank is also pledged to assist 
banks in meeting their obligations if they are in financial diffi- 
culties because of corporate failures. 


Energy trends and programs 


Philippine imports of petroleum dropped by about 10.6 percent in 
1981 compared to the previous year. Domestic production also 
dropped, from 3.8 million barrels in 1980 to 2.5 million barrels 
in 1981. 





Petroleum exploration continues, mainly offshore near the island 

of Palawan where producing fields are located. There is, how- 
ever, on-shore exploration being conducted by the Philippine 
National Oil Company on the island of Mindoro and in Northern 

and Central Luzon. Production from the Nido field averaged 

less than 3,000 bpd in 1981. However, domestic production is 
expected to increase in 1982, due to the inauguration of the 

Cadlao field in September 1981 and the projected inauguration of 
the Matinloc field in July 1982. Although new oil shows and depos- 
its have been discovered in the Palawan area, it is still not clear 
whether the deposits will merit commercial development and produc- 
tion, 


Philippine consumption of petroleum products declined by over 5 

percent in 1981, helping to trim the country's dependence on im- 
ported oil to 78 percent of total commercial energy consumption, 
in 1981 (fuel oil equivalent). Further consumption declines are 
projected for 1982. 


Consumption of gasoline has declined markedly in recent years (25 
percent in 1981 and 30 percent in 1980) causing a surplus on the 
market. This situation has caused the government to reconsider 

its alcogas program and the Ministry of Energy announced recently 


that the program would not expand beyond its present capacity for the 
foreseeable future. Two sugar companies on the island of Negros 

are currently authorized to produce alcohol under the alcogas 
program. Alcohol produced by the two firms is mixed with gasoline 
and sold on the islands of Negros and Panay. 


The continued increase in diesel consumption and the present slump 
in coconut oil sales have resulted in the government's decision 

to move ahead with a coco-diesel fuel program. Coconut oil (2 
percent) will be mixed with diesel (98 percent) in the country's 
three refineries for distribution nation-wide. PNOC and UNICOM, the 
country's largest producer of coconut oil, recently reached 
agreement on the supply of coconut oil for the program which is 
expected to start up in the next few months. 


Plans are being developed for the construction of new coal-fired 
power plants in the province of Isabela and in eastern Mindanao. 
National Power Corporation (NPC) is considering plans for a 300 MW 
plant in Isabela to exploit a large coal deposit in the area. NPC 
is also studying the possibility of constructing a series of coal- 
fired units in eastern Mindanao. 





The units, with total generating capacity of 300 MW or more, 

would be located near coal deposits in the general vicinity of Bis- 
lig, Surigao del Sur. NPC believes the units will be needed to 
supply additional power for the Mindanao grid, due to the pro- 
jected power needs of the integrated steel mill and the aluminum 
smelter projects which are planned for northern Mindanao. 


IMPLICATIONS FOR THE UNITED STATES 





Major projects offer greatest sales potential 





The grea rtunities for U.S. industry lie in the areas of 
energy di rsifi and the Philippine Government's 11 major 
industrial p a Otter areas are in major infrastructure 
projects 1 as > Metropolitan Waterworks and Sewerage System 
and other major infrastructure projects, particularly those 


T 


financed by the Sian Development Bank and the IBRD. 


area, the government has very ambitious plans for 


utilizing local coal deposits. In order to real- 


a tremendous amount of investment will have to 
oration, mining, handling and finally transporting 


In these areas, American firms should be very 
areas that show promise to energy firms 
and small wie hydro-electricity. 


nment continues to place a great deal of em- 
major industrial projects, which are designed to 
material for further industrial diversification. 
projects will provide substantial opportunities to 
I They include: an aluminum smelter, a copper 
smelter, a ntegrated steel mill, a phosphatic fertilizer com- 
plex, a diesel engine manufacturing plant, the development of 
heavy engineering industries (metalworking), rehabilitation and 
expansion of the cement industry, coconut industry rationalization 
downstream processing), the manufacture of alcogas, a pulp and 
paper mill and a petro-chemical complex. After substantial revi- 
sions in the scope of these projects, the government estimates that 
they will now cost $4 billion rather than $6 billion. The govern- 
ment will rely to the maximum extent possible on supplier-arranged 
financing for these projects. The projects are at various stages of 
implementation. The copper smelter is already under construction 
under a joint venture agreement including Japanese, the Philippine 
public and private sectors, and World Bank interests. 





This project has already led to a further downstream development 

as the economic ministers of ASEAN recently selected the copper 
fabrication plant as the Philippine ASEAN industrial project. This 
project will produce rods, wire, and other fabrications of copper 
for the ASEAN and Hong Kong markets. The plant is expected to 

cost $200 million. U.S. suppliers of equipment should make their 
interest known early. The contract for the phosphatic fertilizer 
was recently awarded to a Spanish-led consortium, but opportuni- 
ties for the sale of U.S. equipment for that project still exist. 

A U.S. firm, utilizing a Trade and Development Program (TDP) grant, 
was awarded the engineering contract for an integrated steel mill 
which will utilize the direct reduction process. Bid specifica- 
tions for various elements of this $800 million project were is- 
sued in late 1981 while others, such as the rolling mill, are ex- 
pected to be issued in the second quarter of 1982. Interested 

U.S. firms should register with the National Steel Corporation. 


The coco-chemical project has been awarded to Lurgi of the Federal 
Republic of Germany which will take a 30 percent equity in that 
project. Interested equipment suppliers of this project should 
contact Lurgi or United Coconut Oil Mills (UNICOM). It is im- 
portant to note that Lurgi's willingness to take an equity posi- 
tion in this project was a deciding factor in obtaining the 
CONGTaACt. 


The other major industrial projects will not start immediately, 

but it is certain that foreign competition will be keen. Ameri- 
can firms should therefore present their sales and/or engineering 
proposals early in order to assure they are included in the list of 
firms invited to bid when the time comes. 


The Philippine Government recently lifted its prohibition on the 
import of 602 items, predominantly consumer goods, which should 
provide U.S. firms new opportunities. these goods will be 

heavily taxed, and custom duties on them will be 70-100 percent. 
Brand-conscious Filipinos in upper income groups will purchase more 
of these goods. A complete list of the goods is available from 

the Department of Commerce. 


Market prospects for American suppliers of the following products 
appear to be good: 


Computers and Peripherals 
Security and Safety Equipment 
Energy Conservation and Generation Equipment 





- Agricultural and Industrial Chemicals 

- Mining and Extraction Equipment 

- Coal Handling Equipment 
It must be emphasized that it is virtually impossible to achieve 
market penetration in the Philippines without frequent and regu- 
lar visits by senior sales and engineering personnel. Philippine 
executives like to deal with suppliers face-to-face. Selection of 


evaluation on both sides. Distributor support through 
end-users and participation in promotional events is 


ommerce, in conjunction with the Embassy, will 
lowing trade promotion activities in Manila 
Any firm interested in participating should 
their arest Commerce District Office. 
Solar 


July 12-13 


Franchising 
Mission July, 1983 


in export-oriented industries favorable 


saw a high level of investment for the 
opportunities in certain industries still 
particularly in non-traditional labor- 
1 areas. Investments in such industries are 
the Board of Investments (BOI) and the 
j Zone Authority (EPZA). The BOI must approve all 
1t applications with 30-percent or more foreign participa- 
ty in local industries is normally limited by 
law, but there is a more liberal treatment of investments in pio- 
neer and export-oriented industries. In fact, investments in the 
export processing zones may be 100 percent foreign-owned, if they 
meet all of the relevant criteria. Potential investors are en- 
couraged to contact the Embassy for more specific information on 
investments in the various sectors in the Philippines. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to sueceed in overseas business. 
af ay * < ; Overseas Business Reports (opr’s)—40 
LI F LDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels @ market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
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